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Report  Summary 


Department  of  Military 
Affairs 


This  audit  report  is  the  result  of  our  financial-compliance  audit  of  the 
Department  of  Military  Affairs  for  the  two  fiscal  years  ended  June  30, 
1998.  The  report  contains  three  recommendations  directed  to  the 
department. 


Recommendation  U 1 


Recommendation  #2 


Recommendation  #3 


We  issued  an  unqualified  opinion  on  the  financial  schedules  presented  in 
this  report.  This  means  the  reader  may  rely  on  the  presented  financial 
information  and  the  supporting  detailed  information  on  the  state's 
accounting  system. 

The  listing  below  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  the  report,  the  department's  response 
thereto,  and  a  reference  to  the  supporting  comments. 

We  recommend  the  department  request  timely  reimbursement 

of  federal  expenditures Page  6 

Department  Response:  Concur.  See  page  B-3. 

We  recommend  the  department: 

A.  Allocate  maintenance  personnel  costs  in  accordance  with 
federal  regulations. 

B.  Estimate  and  collect  the  amount  overpaid  by  the  department 
on  federally  supported  projects  and  deposit  the 

money  into  the  state's  General  Fimd Page  8 

Department  Response:  Concur.  See  page  B-3. 

We  recommend  the  department  deposit  money  and  restrictively 
endorse  checks  in  a  timely  manner  as  required  by  state  law Page  9 

Department  Response:  Concur.  See  page  B-3. 
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Introduction 


We  perfonned  the  financial-compliance  audit  of  the  Department  of 
Military  Affairs  for  the  two  fiscal  years  ended  June  30,  1998.  The 
objectives  of  the  audit  were  to: 


1.  Determine  if  the  department  complied  with  applicable  state  and 
federal  laws  and  regulations. 

2.  Obtain  an  understanding  of  the  department's  control  systems  and, 
if  appropriate,  make  recommendations  for  improvement  in  the 
internal  and  management  controls  of  the  department. 

3.  Determine  if  the  department's  fmancial  schedules  fairly  present  the 
results  of  operations  for  the  two  fiscal  years  ended  June  30,  1998. 

4.  Determine  the  implementation  status  of  prior  audit 
recommendations . 

This  report  contains  three  recommendations  to  the  department.  These 
recommendations  address  areas  where  the  department  can  improve 
internal  controls,  accounting  procedures,  and  compliance  with  laws  and 
regulations.  Areas  of  concern  deemed  not  to  have  a  significant  effect  on 
the  successful  operations  of  the  department  are  not  specifically  included 
in  the  report,  but  have  been  discussed  with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and  disclosed 
the  cost,  if  significant,  of  implementing  the  recommendations  in  this 
report. 


Background 


The  department  was  created  under  the  Executive  Reorganization  Act  of 
1971.  The  department  consists  of  the  Montana  National  Guard, 
Operations  Support,  Disaster  and  Emergency  Services,  and  Veterans 
Affairs  Divisions. 


The  Montana  National  Guard  is  authorized  approximatelv-  59  full-time 
equivalent  (FTE)  positions  that  are  paid  through  the  state's  pavToll 
system.  An  additional  770  full-time  personnel  are  paid  through  the 
federal  payroll  system  (see  fmancial  schedules  note  4  on  page  A- 12). 
The  Montana  National  Guard  has  two  programs,  the  Air  National  Guard 
and  the  Army  National  Guard.  The  Air  National  Guard  provides 
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firefighting  personnel  and  maintenance  and  support  for  Air  National 
Guard  facilities  at  Great  Falls,  Montana.  The  Army  National  Guard 
provides  administration,  maintenance,  and  support  for  facilities  and 
training  areas  throughout  the  state.  The  mission  of  both  programs  is  to 
provide  the  necessary  facihties  to  support  the  Montana  National  Guard 
in  the  event  of  a  state  or  national  emergency. 

Operations  Support  (OS)  is  authorized  approximately  six  FTE.  OS  is 
the  primary  administrative  support  organization  for  the  department, 
including  financial  management,  budgeting,  personnel,  and  other  admin- 
istrative activities. 

The  Disaster  and  Emergency'  Services  Division  (DES)  works  with  local, 
state,  and  federal  officials  to  prepare,  update,  and  coordinate  emergency 
preparedness,  response,  and  recovery  plans;  provides  techmcal  support 
for  civil  defense  shelters  and  exercises,  and  for  radiological  defense  and 
monitoring;  and  receives,  records,  and  disburses  federal  fiinds  to  eligible 
political  subdivisions.  This  division  is  authonzed  20  FTE. 

The  Veterans  Affairs  Division  (VA)  is  authorized  approximately  19 
FTE  and  is  responsible  for  assisting  Montana's  veterans  and  dependents 
in  obtaining  veterans'  benefits.  The  division  provides  information  on 
benefits,  guidance  on  completing  veterans'  admmistration  forms,  and 
referral  to  other  agencies.  The  division  is  attached  to  the  department  for 
administrative  purposes.  The  division  administrator  is  hired  by  and 
reports  to  the  Board  of  Veterans  Affairs.  The  board  is  appointed  by  the 
governor  with  the  consent  of  the  senate. 


Page  2 


Prior  Audit  Recommendations 


Prior  Audit  Our  office  performed  the  department's  fmancial-compliance  audit  for 

Recommendations  the  two  fiscal  years  ended  June  30,  1996.  The  report  contained  three 

recommendations  still  applicable  to  the  department.  We  determined  the 
department  implemented  one  and  partially  implemented  two  of  the 
recommendations. 


The  recommendations  which  were  partially  implemented  relate  to 
Department  of  Defense  Reimbursement  for  the  Montana  National  Guard 
and  compliance  with  state  laws  regarding  cash  collections.  These  issues 
are  discussed  on  page  5  and  8  of  the  report. 
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Findings  and  Recommendations 


Untimelv  Reimburse-  ^^^  Department  of  Military  Affairs  (department)  receives  federal 

ment  and  Lost  Interest  financial  assistance  from  the  U.S.  Department  of  Defense.  In  fiscal  year 

1997-98,  the  department  expended  approximately  $7.5  million  in 
federal  fiinds  for  support  of  the  Army  and  the  Air  National  Guard 
facilities  and  operations.  The  state  receives  the  support  based  on  a 
master  cooperative  agreement.  We  noted  federal  funds  are  not 
requested  in  a  timely  manner  so  the  department  uses  a  loan  from  the 
state  General  Fund  to  fmance  its  federal  expenditures.  Federal 
regulations  require  the  department  to  minimize  the  time  elapsing 
between  the  transfer  of  funds  from  the  U.S.  Treasury  and  the 
disbursement  of  federal  funds. 

According  to  recent  information  received  from  state  and  federal  cash 
management  personnel  in  an  agreement  under  the  Federal  Cash 
Management  Improvement  Act  (CMIA),  cash  reimbursement  should 
occur  no  later  than  four  days  after  expenditure  of  federal  funds.  These 
personnel  indicate  a  four-day  lag  between  recording  expenditure  of 
federal  funds  and  the  subsequent  receipt  of  cash  minimizes  the  need  for 
state  or  federal  cash  balances  to  subsidize  expenditures. 

We  discussed  the  federal  reimbursement  process  with  persormel 
processing  reimbursement  claims  at  the  Montana  Army  National  Guard 
Headquarters.  The  personnel  indicated  the  headquarters  had  tried  to 
implement  a  system  of  requesting  weekly  reimbursement,  but  after 
management  personnel  stopped  monitoring  the  system  during  the 
implementation  test  phase,  the  time  of  reimbursement  increased  from 
weekly  to  longer  periods.  The  person  responsible  for  preparmg  the 
reimbursement  request  said  that  during  the  test  period  many  other  job 
duties  were  ignored  to  insure  reimbursements  were  requested  weekl\'. 
After  the  test  phase  was  completed,  the  person  needed  to  take  care  of 
her  other  job  responsibilities  and  consequently  could  not  continue  to 
prepare  timely  reimbursement  requests. 

We  reviewed  a  schedule  of  federal  reimbursements  for  May  and  June 
1998,  prepared  by  the  department's  accounting  personnel.  The  schedule 
showed  federal  reimbursement  frequently  does  not  occur  for  more  than  a 
month  after  expenditures  are  recorded  on  state's  accountuig  sy  stem.  For 
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example,  the  department  recorded  expenditures  totaling  $369,896  in 
May  1998.  Those  expenditures  were  not  reimbursed  until  July  7,  1998. 
June  expenditures  of  $397,782  were  not  reimbursed  until  August  6, 
1998.  On  July  1,  1998,  the  department  operated  with  a  deficit  of  at 
least  $587,268  pertaining  to  the  May  and  June  unreimbursed  federal 
expenditures. 

Because  reimbursements  are  not  processed  in  a  timely  manner,  the 
department  maintains  a  General  Fund  loan  to  subsidize  the  expenditure 
of  federal  funds.  Department  personnel  indicated  the  loan  amounts  for 
facihties  maintenance  and  capital  construction  varied  between 
$1,000,000  and  $2,000,000  during  the  audit  period,  depending  upon 
department  expenditure  levels  and  the  timeliness  of  reimbursement 
requests.  Based  on  this  information  we  estimated  the  state  General 
Fund  lost  interest  amounting  to  $122,939  during  the  last  two  years. 

Recommendation  #1 

We  recommend  the  department  request  timely  reimbursement  of 

federal  expenditures. 


Inconsistent  Building  ^^^  department's  Montana  National  Guard  Division  is  responsible  for 

Maintenance  Costs  operating  and  maintaining  Fort  Harrison's  state  and  federal  facilities  at 

Helena.  National  Guard  personnel  mamtain  the  facilities  and  keep  a 
record  of  the  time  worked  on  state  and  federal  projects.  The  work 
record  allows  the  department  to  allocate  the  cost  of  facilities 
maintenance  to  state  or  federal  accounts  as  required  by  the  federal 
Ofiice  of  Management  and  Budget  (0MB)  Circular  A-87  Cost 
Principles  for  State  Governments  and  the  department's  state  and  federal 
master  cooperative  agreement.  We  noted  the  department  did  not  always 
allocate  maintenance  personnel  salar>'  costs  consistently  as  required  by 
0MB  Circular  A-87  . 

The  department  is  required  to  recover  the  cost  of  salaries  for  its 
maintenance  personnel  using  a  consistent  allocation  method.  The 
agreed  upon  allocation  method  requires  that  the  department  track  the 
hours  worked  on  state  and  federal  projects  for  a  six-month  period  of 
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time  to  determine  the  percentage  of  time  worked  by  the  personnel  on 
state  and  federal  projects.  The  percentage  allocation  for  one  six-month 
period  is  based  on  actual  work  in  the  preceding  six-month  period.  This 
allocation  method  can  be  reasonable  as  long  as  the  method  is 
consistently  applied  in  each  six-month  period  and  there  are  no 
significant  changes  in  the  dollar  amount  of  salaries  paid. 

We  noted  the  department  did  not  properly  change  the  allocation 
percentages  for  the  six-month  period  January  through  June  1998,  as 
required  by  the  agreement.  On  January  1,  1998,  the  department 
continued  to  use  the  same  percentages  used  in  the  prior  period;  however, 
it  should  have  changed  the  percentages  to  reflect  the  actual  time  worked 
on  state  and  federal  projects  during  July  through  December  1997. 
According  to  department  accounting  personnel,  this  caused  the  state  to 
pay  more  than  it  should  have  for  state  supported  facilities  mamtenance. 
For  example,  if  the  percentage  allocation  changed  from  76  percent 
federal  and  24  percent  state,  to  90  percent  federal  and  10  percent  state, 
then  the  state  would  have  over  paid  by  $16,800. 

Department  personnel  indicated  they  were  unable  to  determine  the 
amount  of  time  allocable  to  state  and  federal  projects  during  the  period 
July  through  December  1997  because  the  maintenance  personnel  did  not 
track  the  amount  of  time  spent  on  "Quality  of  Life"  projects  m  state 
supported  buildings.  "Quality  of  Life"  projects  are  intended  to  improve 
the  living  and  working  environments  of  national  guard  members  and 
their  famihes.  The  projects  are  funded  100  percent  with  federal  funds 
that  can  be  spent  on  state  or  federal  facilities.  Since  "Qualit\'  of  Life" 
projects  are  paid  for  with  federal  funds,  even  when  the  work  is 
performed  on  a  state  supported  building,  the  facilities  management 
personnel  should  have  tracked  "Quality  of  Life"  projects  separately 
when  the  work  was  performed  on  a  state  supported  buildmg.  This 
would  have  allowed  the  department  to  calculate  the  correct  amount  of 
time  worked  on  state  supported  projects  and  reduced  General  Fund 
costs. 
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Recommendation  #2 

We  recommend  the  department: 

A.  Allocate  maintenance  personnel  costs  in  accordance  with 
federal  regulations. 

B.  Estimate  and  collect  the  amount  overpaid  by  the  department 
on  federally  supported  projects  and  deposit  the  money  into 
the  state's  General  Fund. 


Untimely  Deposits  ^^^  '^^  requires  all  money  that  is  collected  be  deposited  daily  with  the 

State  Treasurer  when  coin  and  currency  exceeds  $100  or  total 
accumulated  collections  exceed  $500.  Deposits  must  be  made  at  least 
weekly.  The  law  also  requires  all  checks  received  by  state  agencies  be 
restrictively  endorsed  immediately  upon  receipt.  These  laws  are 
designed  to  maximize  interest  earnings  and  to  help  prevent  loss  and 
theft  of  moneys  the  state  has  received.  Untimely  deposit  was  an  issue 
included  in  the  department's  prior  audit  report. 

We  noted  checks  and  cash  amounting  to  $3 1 0  were  not  deposited  timely 
in  accordance  with  state  law.  The  checks  ranged  from  $  1 0  to  $200  in 
amount.  Untimely  deposits  ranged  from  9  days  to  42  days.  Checks  and 
cash  in  the  amount  of  $  1 00  were  received  by  the  Disaster  and 
Emergency'  Services  (DES)  Division  as  tuition  for  a  training  class 
sponsored  by  DES;  a  check  for  $200  was  received  by  the  Montana 
Army  National  Guard  (MANG)  Division  for  rental  fees  for  public  use 
of  an  armory,  and  MANG  Division  personnel  deposited  a  telephone 
refund  check  four  weeks  after  it  was  received  by  armory  personnel.  We 
also  noted  checks  were  not  always  restrictively  endorsed  when  received 
by  these  divisions. 

DES  personnel  indicated  they  were  unaware  of  the  statutory 
requirements  regarding  timely  deposits  and  restrictive  endorsement  of 
checks.  MANG  personnel  said  the\'  are  m  the  process  of  establishing 
procedures  for  depositing  moneys  received  by  its  armories. 
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Recommendation  #3 

We  recommend  the  department  deposit  money  and  restrictively 

endorse  checks  In  a  timely  manner  as  required  by  state  law. 
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LEGISLATIVE  AUDIT  DIVISION 

Scotl  A.  Seacal,  Legislative  Auditor  fii  ^y\  Ueputy  Leuisiative  Auditors: 

John  W.  Northey,  Legal  Counsel  (-l^kS5!^^"'  •'''^  Pellegrini,  Performance  Audit 


Tori  Hunthausen,  IT  &  Operations  Manager  ^^^^^^^$  James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Schedules  of  Changes  in  Fund  Balances,  Schedules  of  Total  Revenues  & 
Transfers-In,  and  Schedules  of  Total  Expenditures  &  Transfers-Out  of  the  Department  of  Military  Affairs 
for  each  of  the  two  fiscal  years  ended  June  30,  1998.  The  information  contained  in  these  financial  schedules 
is  the  responsibility  of  the  department's  management.  Our  responsibility  is  to  express  an  opinion  on  these 
financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards  require 
that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial  schedules  are 
free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the 
amounts  and  disclosure  in  the  financial  schedules.  An  audit  also  includes  assessing  the  accounting  principles 
used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the  overall  financial  schedule 
presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

As  described  in  note  1 ,  the  financial  schedules  are  presented  on  a  comprehensive  basis  of  accounting  other 
than  generally  accepted  accounting  principles.  The  schedules  are  not  intended  to  be  a  complete  presentation 
and  disclosure  of  the  depanment's  assets  and  liabilities. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in  all  material  respects,  the  results  of 
operations  and  changes  in  fund  balances  of  the  Department  of  Military  Affairs  for  the  two  fiscal  years  ended 
June  30,  1997  and  1998,  in  conformity  with  the  basis  of  accounting  described  in  note  1. 


Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 
August  14,  1998 
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Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1998 


1.  Summary  of  Significant 

Accounting  Policies 

Basis  of  Accounting 


The  Montana  Department  of  Military  Affairs  (department)  uses  the 
modified  accrual  basis  of  accounting,  as  defmed  by  state  accountmg 
policy,  for  its  funds.  In  applying  the  modified  accrual  basis,  the 
department  records: 


Revenues  when  it  receives  cash  or  when  receipts  are  measurable 
and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department  incurs  the 
related  liability  and  it  is  measurable,  with  the  exception  of  the  cost 
of  employees'  annual  and  sick  leave.  State  accounting  policy 
requires  the  department  to  record  the  cost  of  employees'  annual 
leave  and  sick  leave  when  used  or  paid. 

Expenditures  may  include  entire  budgeted  service  contracts  even  though 
the  department  receives  the  services  in  a  subsequent  fiscal  year;  goods 
ordered  with  a  purchase  order  before  fiscal  year-end,  but  not  received  as 
of  fiscal  year-end;  and  equipment  ordered  with  a  purchase  order  before 
fiscal  vear-end. 


Basis  of  Presentation 


The  fmancial  schedule  format  is  in  accordance  with  the  policy  of  the 
Legislative  Audit  Committee.  The  fmancial  schedules  are  prepared 
from  the  transactions  posted  to  the  Statewide  Budgetmg  and  Accounting 
System  without  adjustment. 


Accounts  are  organized  in  fimds  according  to  state  law.  The  department 
uses  the  following  funds: 


Governmental  Funds 


General  Fund  -  to  account  for  all  fmancial  resources  except  those 
required  to  be  accounted  for  in  another  fund. 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific  revenue 
sources  legally  restricted  to  expenditures  for  specific  purposes. 
Department  Special  Revenue  Funds  include  Air  and  Army  National 
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Notes  to  the  Financial  Schedules 


Guard,  Federal  Emergency  Management  Assistance,  and  Veterans 
Cemetery  and  License  Plate  Fees. 


General  Fund  Balance 
(negative  balances) 


The  negative  fund  balance  in  the  General  Fund  does  not  indicate 
overspent  appropriation  authority.  Each  agency  does  not  have  a 
separate  General  Fund  since  its  only  authority  is  to  pay  obligations  from 
the  statewide  General  Fund  within  it  appropriation  limits.  Each  agency 
records  cash  or  other  assets  from  the  statewide  firnd  when  it  pays 
General  Fund  obligations.  The  department's  outstanding  liabihties 
exceed  the  assets  the  agency  has  placed  in  the  firnd,  resulting  in  negative 
ending  General  Fund  balances  for  each  of  the  two  fiscal  years  ended 
June  30,  1997  and  June  30,  1998. 


Disaster  Fund  Transfers 


The  $186,964  accounting  entity  fransfer  recorded  in  the  Disaster  Fund 
Program  in  the  Schedule  of  Total  Expenditures  &  Transfers-Out  for  the 
Fiscal  Year  Ended  June  30,  1998,  is  the  amount  returned  to  the 
Governor's  Disaster  Fund  to  reimburse  the  General  Fund  from  the 
Federal  Emergency  Management  Agenc>'  (FEMA).  FEMA  reimbursed 
the  state  for  Montana  Army  National  Guard  assistance  to  Montana 
communities  during  the  state  floods  of  1996. 


Other  Financial  Activity 


Personnel  Paid  by  the  Federal  Government 

In  each  of  the  fiscal  years  1996-97  and  1997-98,  approximately  870 
personnel  worked  fiill  time  for  the  Department  of  Military  Affairs. 
Nearly  770  (500  technical  and  270  active  guard  and  reserve)  personnel 
were  paid  $34.6  million  each  year  directly  by  the  federal  government. 
During  each  of  the  fiscal  years  1996-97  and  1997-98,  the  federal 
government  also  directly  paid  approximately  $18.3  million  in  salaries 
for  3,600  army  and  air  national  guardsmen  to  attend  weekend  and  other 
scheduled  training  activities.  Because  these  employees  were  not 
considered  employees  of  the  state  of  Montana  their  salaries  and  fringe 
benefits  are  not  included  in  the  department's  financial  schedules. 


National  Guard  Military  Construction 

The  federal  government  spent  approximately  $15.4  million  in  fiscal  year 
1996-97,  and  $4.7  milhon  m  fiscal  year  1997-98  for  military 
construction  projects  in  support  of  the  Montana  National  Guard.  These 
expenditures  were  paid  directly  to  contractors  b\  the  federal  government 
and  are  not  included  in  the  department's  fmancial  schedules. 


Page  A- 12 


Department  Response 


Page  B-1 


Page  B-2 


DEPARTMENT  OF  MILITARY  AFFAIRS 


MARC  RACICOT,  GOVERNOR 


P.O.  BOX  4789 


STATE  OF  MONTANA' 


OFFICE  OF  THE  ADJUTANT  GENERAL 

(406)444-6910 


HELENA  MONTANA  59604-4789 


December  3,  1998 


Mr.  Wayne  Guazzo 

Audit  Manager,  Legislative  Audit  Division 

PO  Box  20 1705 

Helena,  MT  59620-1705 


DEC  - 


3  1998 


Dear  Mr.  Guazzo: 

In  reply  to  the  Financial  Compliance  Audit  Report  received  in  this  office  November  30,  1998,  we  submit 
the  following  comments/recommendations: 

Recommendation  #1 

We  concur  with  your  recommendation  and  realize  the  seriousness  of  this  process.  I  have  implemented 
new  procedures  that  will  be  adhered  to  for  compliance.  These  new  procedures  have  been  successful,  to 
date,  in  minimizing  the  time  required  to  request  reimbursement.  This  process  will  continue  to  be 
aggressively  monitored. 

Recommendation  #2 

We  concur  with  your  recommendation. 

a.  The  Department  will  allocate  personnel  costs  in  accordance  with  federal  regulations.  The  Office  of 
the  Deputy  Chief  of  Staff  Engineering  is  complying  with  this  procedure. 

b.  The  Office  of  the  Deputy  Chief  of  Staff  for  Engineering  is  currently  analyzing  the  data  on  worked 
hours,  for  the  time  period  in  question  to  determine  the  actual  percentages.  These  percentages  will  be 
applied  to  determine  if  any  reimbursement  is  due  to  state  from  the  federal  government.  The  deadline 
for  compliance  to  paragraph  B  of  this  recommendation  is  December  30,  1998. 

Recommendation  #3 


We  concur.  Checks  received  by  the  Disaster  and  Emergency  Services  Division  are  now  being 
restrictively  endorsed.  The  Department  of  Military  Affairs,  Montana  Regulation  for  armon.  rentals  has 
been  changed  to  adhere  to  state  law.  Management  personnel  have  been  notified  of  the  requirement  for 
immediate  deposit  of  any  money  for  the  State  of  Montana. 

Sincerely, 


^€ 


Major  General  John  E.  Prendergast 
Director 
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■AN  EQUAL  OPPORTUNITY  EMPLOYER 


